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September 13, 2007

Internal Revenue Service
Form 990 Redesign, SE:T:EO
1111 Constitution Avenue, NW
Washington, D.C. 20224

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

Sponsored by the Franciscan Sisters of Mary and based in St. Louis, Missouri,
SSM Health Care is one of the largest Catholic health care systems in the
country. The system owns, manages and is affiliated with 20 hospitals and two
nursing homes in four states: Missouri, lllinois, Oklahoma, and Wisconsin.

More than 5,000 affiliated physicians and 24,000 employees work together to
provide a wide range of services including emergency care, rehabilitation,
pediatrics, home care, hospice, residential and skilled nursing care.

On behalf of our health care providers and employees, SSM Health Care
appreciates the opportunity to comment of the draft redesigned Form 990 and
select supplemental schedules.

Core Form

We have many concerns about the new core form and supplemental schedules
including the tight turnaround time for implementation of procedures to collect
and report the vast amount of detail required for the new form and schedules.
Many of our hospitals will need to complete as many as 14 schedules, and most
will have to fill out at least 8-10. This is an enormous, expensive and time-
consuming undertaking for tax-exempt hospitals. We think it is critical that
exempt organizations be given an opportunity to review the revised set of forms,
schedules and instructions in their entirety, with another 90-day review period
following the re-draft. The IRS should release the second draft with instructions in
2008, and provide another 90-day review period, with a final form release by
December 31, 2008.

477 N. Lindbergh Blvd.

St. Louis, MO 63141-7832
www.ssmhc.com : l\'il{‘“.‘“i:l[
(314) 994 7800 phone A&ﬁ;‘fd“‘

(314) 994 7900 fax
2002 Award
Recipient





SSM Health Care
Page 2 of 12

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

¢ Part Il (Compensation and Other Financial Arrangements with Officers,
Directors, Trustees, Key Employees, Highly Compensated Employees, and
Independent Contractors), Section A requires information on key
employees, which term is defined in part based on the disqualified person
concept from the Section 4958 intermediate sanction regulations to include
a “person who manages a discrete segment or activity of the organization
that represents a substantial part of the activities, assets, income or
expenses of the organization, as compared to the organization as a whole.”
Consideration should be given to defining “substantial part” or including
examples in the instructions or glossary to help large organizations
determine employees who would fall under the broadened definition.
Hospitals could potentially have a large number of “key employees” if this
definition is not clear.

e Part ll, Section A requires an organization to list the city and state of
residence of each listed individual or organization. For hospitals and heath
care organizations in rural areas, providing this information could be
tantamount to providing an individual’'s home address.

e Part Il, Section A requires an organization to include reportable
compensation from “related organizations” for purposes of reporting the
compensation of former (within the last five years) directors, trustees,
officers and key employees or highest compensated employees. This
requirement adds a substantial burden to a large organization to track all
former directors, trustees, officers, key employees and highest
compensated employees over a six-year period. We believe combining this
requirement with a need to survey all related organizations to determine if
any such organization paid compensation to any individual in this group
requires efforts beyond the value the information would provide. We
believe that information on directors, trustees, officers, key employees or
highest compensated employees should look to current year only.

e Part Il, Section B, Lines 5a-f requires an organization to report the family
and business relationships of officers, directors, trustees or key employees
during a five-year look-back period. Hospital and health care organizations
often have boards of directors with as many as 30 members, and hundreds
of contracts. The collection and maintenance of documentation required to
respond to these questions will create excessive new burdens for
organizations, especially for organizations with large boards of directors.
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RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

Moreover, the instructions should clarify the duties of organizations to
collect such information going forward.

e Part Il, Section B, Line 9 requires an organization to report whether any
persons listed in Part A receive compensation from any source other than
the filing organization or a related organization for services rendered to the
organization. In its current form, this question requires organizations to
have or acquire access to information that is invasive of the privacy of such
individuals, and which they may not otherwise have. This question should
be clarified to address the extent to which an organization is required to
seek information regarding such compensation arrangements. Also, if a
listed person owns a business that does work for the hospital and is a
salaried employee of that business, what amount, if any, gets reported?

e Part lll (Statements Regarding Governance, Management, and Financial
Reporting), Line 2 requires an organization to report any significant
changes to its organizing or governing documents. The IRS should clarify
that this question would only cover changes to articles of incorporation and
bylaws and not other policies of the organization.

e Part lll, Line 3b requires an organization to report the number of
“transactions” the organization reviewed under its conflict of interest policy.
The instructions or glossary should be revised to include a definition for
“transactions.” Responding with a zero or a very high number of
transactions could create a misleading, negative connotation because the
meaning of any numerical response will depend on the organization and its
policy. We believe meaningful information would be provided if the
question were revised to ask whether the organization engaged in any
transactions that were subject to the policy but were not reviewed under the

policy.

e Part Ill, Line 10 asks whether an organization’s governing body reviewed the
Form 990 before it was filed. If this question signals an expected standard,
it is overly burdensome, particularly for large hospital systems, which may
have dozens of hospitals and related entities for which returns are being
filed. Further, the draft form does not provide a definition of “review,” which
should be added to the instructions or glossary. It is unclear whether the
question is whether the Form 990 was provided to its governing body or
whether each member, or a subset, of its governing body has certified that
it has reviewed the form. In clarifying what is meant by “review,” the IRS
also should consider that boards of directors of public companies are not
required to review or certify tax filings under the Sarbanes-Oxley Act.
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RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

e Part VII, Lines 11 and 12 require an organization to report whether it has a
written policy or procedure for reviewing the organization’s investments and
safeguarding its exempt status with respect to transactions and
arrangements with related organizations. To the extent the IRS intends to
develop sample written policies, we suggest that the IRS solicit input from
members of the tax-exempt sector with respect to the content and form of
such written policies.

Schedule D (Supplemental Financial Statements)

e Parts | and Ill: Passive investments should be excluded from this schedule
and the listing of securities individually is extremely burdensome for large
organizations. It is not clear how an ownership interest in the commingled
funds of related organizations should be disclosed.

o Part VII (Other Liabilities) requires organizations to describe and list the
book value of any other liabilities, including federal income tax liabilities, not
reportable in the defined categories on Part VI (Balance Sheet) of the core
form. Part VIl also requires organizations to provide the text of the footnote
to the organization’s financial statements that report the organization’s
liability for uncertain tax positions under FIN 48. Disclosing the text of
footnotes relating to uncertain tax positions in isolation could be misleading.
Organizations should be given the opportunity to explain such footnotes or
to attach their entire financial statement.

Schedule H (Hospitals)

The hospital community has demonstrated in many ways its commitment to
transparency. However, even under ideal conditions, the burden of reconfiguring
financial and data recordkeeping systems to capture by January 1, 2008 the
substantial amount of information required just for Schedule H is a daunting task.
It is made virtually impossible without the necessary instructions, definitions and
worksheets that the IRS does not expect to finalize until the following June. Even
if the IRS completes the revised form and instructions before June 2008, it is
impossible for hospitals to predict what will need to be changed to permit data
collection by January 1, 2008. Given the number of concerns and questions
about Schedule H, we urge the IRS to provide a second draft in 2008, followed
by a review period, with a goal of finalizing the schedule and instructions by
December 31, 2008. That would give hospitals all of 2009 to revise their financial
and data record-keeping systems so that they accurately capture the new
information that would be reported for tax year 2010.
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Medicare Underpayments and Bad Debt — Community Benefit

The IRS should incorporate the full value of the community benefit that hospitals
provide by counting Medicare underpayments as quantifiable community benefit
and modifying the chart, instructions and worksheets accordingly. That is
because:

e Providing care for the elderly and serving Medicare patients is an essential
part of the community benefit standard.

e Medicare, like Medicaid, does not pay the full cost of care. The Medicare
Payment Advisory Commission (MedPAC) in its March 2007 report to
Congress cautioned that underpayment will get even worse, with margins
reaching a 10-year low at negative 5.4 percent.

* Many Medicare beneficiaries, like their Medicaid counterparts, are poor.
According to MedPAC’s June 2007 Data Book on Healthcare Spending and
the Medicare Program, approximately 49 percent of the Medicare
population in 2004 had income at or below 200 percent of the federal
poverty level. Many of those Medicare beneficiaries are also eligible for
Medicaid -- so-called ‘dual eligibles.” There is every compelling public
policy reason to treat Medicare and Medicaid underpayments alike.
Medicare underpayment must be shouldered by the hospital in order to
continue treating the community’s elderly and poor. These underpayments
represent a real cost of serving the community and should count as a
quantifiable community benefit. Patient bad debt is a community benefit.
Like Medicare underpayment, there also are compelling reasons that
patient bad debt should be counted as quantifiable community benefit.

e A significant majority of bad debt is attributable to low-income patients, who,
for many reasons, decline requests to complete the forms required to
establish eligibility for hospitals’ charity care or financial assistance
programs. A 2006 Congressional Budget Office (CBO) report, Nonprofit
Hospitals and the Provision of Community Benefits, cited two studies
indicating that “the great majority of bad debt was attributable to patients
with incomes below 200% of the federal poverty line.”

e The CBO concluded that its findings “support the validity of the use of
uncompensated care [bad debt and charity care] as a measure of
community benefits”. The experience of hospitals around the nation
reinforces that the findings are generalizable across the industry. Despite
hospitals’ best efforts, patient bad debt is a fact of life. The IRS should not
ignore it or attribute it to a lack of industry on the part of the tax-exempt
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RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

hospital community. It is, rather, part of the evolving burden hospitals must
shoulder in helping patients who, for many reasons, decline to take
advantage of available financial assistance. It is a real cost of serving the
community and the IRS should recognize any reasonable method to count
patient bad debt as a quantifiable community benefit.

Eliminate Questions Unrelated to Community Benefit

The proposed chart on draft Schedule H, Part |l relating to billing should be
eliminated for many reasons. First, because the information sought in the chart
has no relationship to the community benefit standard, it does not contribute to
the IRS’ goal of promoting compliance. Second, the data requested could be
competitively sensitive. In markets across the country that are characterized by a
shrinking number of health insurance plans, providing information about
discounts could reveal confidential information on the rates negotiated with
insurers.

Other Recommended Improvements to the Form:

e For a number of questions, including those pertaining to assessing
community health needs, community benefit reports and charity care
policies, the amount of space provided may not be sufficient to fully
describe the hospital’s activities, programs or policies,. We recommend
that the IRS permit (not require) the insertion of live links to such
information on a hospital Web site, or allow attachments. The IRS already
allows attachments to draft Form 990 and should do so here or permit live
links.

» Questions on management companies and joint ventures should be
combined on one form or eliminated. In the draft form, hospitals are
required to provide information about joint ventures in three different forms:
Form 990, Schedule H and Schedule R. This redundancy does nothing to
enhance transparency or minimize burden. As a result, these questions
should be eliminated from Schedule H.

e If these questions are significant to the IRS, then the entire tax-exempt
sector should be required to respond to them. Questions on potential
private inurement or benefit arising from ventures, for example, pertain to all
exempt organizations, not just hospitals. It is unfair to hospitals, and
ultimately to those who use the information provided, to limit those
questions to Schedule H.
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» \Who must file should be clarified. As drafted, all organizations that respond
“‘yes” to the question “Did the organization operate, or maintain a facility to
provide hospital or medical care?” must complete Schedule H. This
question is too broad and will sweep up facilities that are not hospitals. A
definition of “hospital” should be added as follows:

“A hospital is a health care organization that has a governing body, an
organized medical staff and professional staff, and inpatient facilities and
provides medical, nursing, and related services for ill and injured patients
24 hours per day, seven days per week. A hospital is a facility (and all of its
components) that is licensed in its state as one of the following:

a. hospital

b. chronic disease hospital or hospital for treating certain disease

categories

rehabilitation hospital

acute long term care hospital
children's hospital
psychiatric hospital

g. research hospital

=0 oo

“A hospital does not include:
a. a nursing facility (including a skilled nursing facility, convalescent
home, or home for the aged)
b. free standing outpatient clinic
c. community mental health or drug treatment/rehabilitation center
d. physicians' offices
e, facility for mentally retarded/developmentally disabled
f. facility for treating alcohol and drug abuse
g. hospital wing of a school, prison or convent
h. faculty practice plan”

e The question on charity care policies should be reformulated. The question
now labeled 13b on charity care policies should be revised to include in the
description whether the organization (a) bases eligibility for free or
discounted care on federal poverty guidelines, income or asset levels, (b)
applies such policy to all of its facilities and allows its facilities to adapt its

policy to particular community or individual needs, and (c) budgets annually
for charity care.

Page 7 of 12





SSM Health Care
Page 8 of 12

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

Hospitals are often faced with situations where patients in need don’t neatly
fit into a predetermined category, and hospitals need to deviate from their
policies to provide assistance. The question should anticipate that hospital
policies will need to be flexible enough to accommodate those situations.

e As drafted, Schedule H must be completed in the aggregate for all
facilities/hospitals under a single EIN. Part IV Facility Information asks for
each “facility” to be listed. Filers with multiple hospitals under a single EIN
should have the option to complete Schedule H on either an aggregate
basis or by completing it for each hospital included in the EIN.

e Line 12a should be revised to ask whether the organization or a related
organization prepares an annual community benefit report. This reflects the
fact that, within a health system, an affiliated foundation of a hospital or the
parent holding company may actually prepare a system-wide or hospital-
specific community benefit report on behalf of the hospital.

e The facility chart requires that the programs be described for each facility.
This information could amount to multiple pages for many hospitals. The
chart should be Internal Revenue Service streamlined to ask only for the
name and address of the facility in column A and for the “type” of facility in
column B.

Schedule J (Supplemental Compensation Information)

e Schedule J requires an organization to report supplemental compensation
information with respect to listed persons from Part Il of the core form.
There still seems to be confusion about who gets reported on Schedule J,
so the instructions should further clarify the individuals for whom such
information must be reported.

e Line 1, column (D) requires an organization to report the amount of non-
taxable fringe benefits provided to the listed persons in column (A). The
instructions seem to even require reporting of de minimis fringe benefits,
which by definition under the Internal Revenue Code, are “so small as to
make accounting for it unreasonable or administratively impracticable.” The
instructions should follow the current Form 990, which allows de minimis
fringe benefits to be excluded. The instructions or the compensation matrix
also should include examples of nontaxable fringe benefits that physicians
would typically be issued as part of providing services at a hospital (e.g.,
pagers, cell phones and other similar items), or this requirement should be
eliminated.
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e Line 1, Column (E) requires an organization to report the amount of all
expense reimbursements, and allowances provided for expenses, that are
not included on a recipient’'s W-2. It is completely misleading to report such
amounts on Schedule J, which is intended to disclose compensation
amounts. Expense reimbursements under accountable plans that do not
result in income to the recipient should not have to be reported on Schedule
dl.

Schedule K (Supplemental Information on Tax Exempt Bonds)

We are particularly concerned about Schedule K because of the burden
associated with this schedule are akin to a full-scale audit, costing, potentially,
millions of dollars. Schedule K requires an organization to report supplemental
information for each outstanding bond issue with an aggregate principal amount
in excess of $100,000 on the last day of the taxable year. Due to the scope of
information required for reportable tax exempt bonds, the IRS should delay
implementation of Schedule K (along with all of the Form 990) until 2010 so that
organizations will have sufficient time to complete the analyses required for
reporting the new information on the schedule. Also, since the schedule asks for
information regarding all bonds outstanding on the last day of the taxable year,
no matter how long ago the bonds were issued, organizations may not have all of
the requested information because there was no notice at the time the bonds
were issued that the organization would be required to report such information to
the IRS. Accordingly, the IRS should provide a "grandfather" provision under
which information is required to be reported only for bonds issued after the date
that the redesigned Form 990 was made public. Also, in light of the IRS' recently
announced post-issuance compliance check program, the IRS should consider
delaying finalization of this Schedule until the IRS has analyzed the responses to
the questionnaires being sent out as part of the program.

o Part | requires extensive information for each outstanding tax-exempt bond
issue with a principal amount greater than $100,000 on the last day of the
tax year. This section is enormously burdensome and needs to be
streamlined. First, the IRS should recognize that much of the information
requested here is already available through Form 8038, Information Return
for Tax Exempt Private Activity Bond Issues, which is filed when the bonds
are issued. Requests for information already reported should be eliminated.
Part I, columns F and G, in particular, represent a particular burden for
hospitals. For example, for bonds with large principal amounts that funded
multiple projects, including buildings and equipment, requiring information
on the date that each project and financed piece of equipment was placed
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into service difficult and burdensome to provide. Similarly, data on items
financed on outstanding bonds issued years earlier will require many hours
of research into the property records.

e Part Il requires the provision of information on bond proceeds. If funds are
used to refinance an issue, it should not be necessary to report how the
proceeds of the prior issue were spent. Alternatively, the instructions should
reduce the burden associated with reporting this information by, for
example, limiting how far an organization must go back when a bond is
used to refund a prior issue. In addition, the current IRS regulations permit
an organization that funds projects with a mixture of equity and bond
proceeds to wait 18 months after facilities are placed into service to allocate
the sources of those funds to particular costs. That means, at the time an
organization may be required to file this schedule, there may not be a final
allocation. The instructions for the form should reconcile this inconsistency
in favor of delayed reporting.

o Part lll requires an organization to report information about private use of
tax-exempt bonds. The instructions should clarify that aggregate reporting
for private business use is contemplated and the IRS should consider
permitting organizations to report private business use as not exceeding a
stated de minimis percentage. And, Part lll could be streamlined if it
allowed organizations to limit the reporting of contracts to those that do not
meet the "safe harbors" described in Revenue Procedures 97-13 or 97-14.
Question 4 should be re-written, as it does not take into consideration that a
hospital may be meeting such “safe harbor” requirements, which would
make the percentage computation unnecessary. Also, question 5a,
requesting information about all other "use" by other than a 501(c)(3)
organization or state or local government is overly broad, as it would
presumably include use that is not treated as private use, such as incidental
use or use on the same basis as the general public. Additionally, questions
4 and 5 could result in misleading answers, as they fail to anticipate that
these percentages may change from year to year and that the proper
measure of usage would be the entire term of the bond.

e Part IV requires an organization to report information about the
compensation of third parties who provide services related to bond
issuances and whether such parties were selected using a “formal selection
process.” The instructions should clarify what is meant by a “formal
selection process” and should permit organizations to rely on selections that
involved advice of bond counsel and/or a qualified underwriter with a
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reasonable review of qualifications. In addition, a threshold amount for
reportable transactions should be added.

Schedule N (Liquidation, Termination, dissolution or Significant
Disposition of Assets)

¢ Clarification is needed as to whether transfers to a wholly owned limited
liability company that is disregarded as separate from the tax-exempt filing
organization need to be reported.

¢ Clarification is needed as to whether transfers for “full and adequate
consideration” that are excluded from the definition of “substantial
contraction” still need to be reported as a disposition of net assets.

Schedule R (Related Organizations)

The following comments relate to Part V — Transactions with Related
Organizations.

e For multi-hospital systems such as SSM Health Care, Schedule R is
extremely burdensome. At a minimum, the definition of “related” needs
further review and consideration, as there are many definitions of the term
that might have been used.

e Part V requires an organization to report whether it engaged in certain
transactions or transfers with related organizations, including related
501(c)(3) organizations. The instructions carve out transactions between
501(c)(3) organizations where the only transactions between the
organizations were gifts or grants. This instruction should be revised to
allow transfers that are gifts and grants to be excluded, even where the
organizations have other transactions such as leasing or services
arrangements.

¢ The definition of “transfer” in the instructions should be revised as follows: A
transfer includes any conveyance of funds or property, whether or not for
consideration, except for gifts or grants between related 501(c)(3)
organizations.

e The compliance burden from this section is expected to be significant. SSM
Health Care has numerous arrangements between its entities involving the
performance of certain centralized services, leasing or sharing of facilities,
equipment or employees, cost reimbursement etc. By way of example, a
typical 501(c)(3) health system could have hundreds of transactions to
report under Part V. We understand that certain questions on this schedule
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are in response to Section 1205 of the Pension Protection Act (PPA).
However, Schedule R exceeds what is required under the PPA. The
information on transactions between related 501(c)(3) organizations should
be limited to transfers that could result in UBIT under the controlled entity
rule of Section 512(b)(13). Other transactions between related 501(¢c)(3)
organizations do not raise compliance, exemption, tax or other concerns
and should not need to be reported.

e The instructions for column (C) require the amount involved in each
transaction to be reported, which is defined as the fair market value of the
services, cash and other assets provided by the organization or the fair
market value received, whichever is higher. This instruction seems to
require even related 501(c)(3) organizations that have cost reimbursement
arrangements to determine the fair market value for these arrangements,
which creates a significant valuation burden for arrangements that should
not even need to be reported.

We appreciate the opportunity to submit comments; we especially appreciate the
IRS’ effort to reach out to the hospital community and better understand its

concerns.
Kns Zimmer %Mkh

Senior Vice President — Finance
SSM Health Care

Slncereiy.
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We have many concerns about the new core form and supplemental schedules
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¢ Part Il (Compensation and Other Financial Arrangements with Officers,
Directors, Trustees, Key Employees, Highly Compensated Employees, and
Independent Contractors), Section A requires information on key
employees, which term is defined in part based on the disqualified person
concept from the Section 4958 intermediate sanction regulations to include
a “person who manages a discrete segment or activity of the organization
that represents a substantial part of the activities, assets, income or
expenses of the organization, as compared to the organization as a whole.”
Consideration should be given to defining “substantial part” or including
examples in the instructions or glossary to help large organizations
determine employees who would fall under the broadened definition.
Hospitals could potentially have a large number of “key employees” if this
definition is not clear.

e Part ll, Section A requires an organization to list the city and state of
residence of each listed individual or organization. For hospitals and heath
care organizations in rural areas, providing this information could be
tantamount to providing an individual’'s home address.

e Part Il, Section A requires an organization to include reportable
compensation from “related organizations” for purposes of reporting the
compensation of former (within the last five years) directors, trustees,
officers and key employees or highest compensated employees. This
requirement adds a substantial burden to a large organization to track all
former directors, trustees, officers, key employees and highest
compensated employees over a six-year period. We believe combining this
requirement with a need to survey all related organizations to determine if
any such organization paid compensation to any individual in this group
requires efforts beyond the value the information would provide. We
believe that information on directors, trustees, officers, key employees or
highest compensated employees should look to current year only.

e Part Il, Section B, Lines 5a-f requires an organization to report the family
and business relationships of officers, directors, trustees or key employees
during a five-year look-back period. Hospital and health care organizations
often have boards of directors with as many as 30 members, and hundreds
of contracts. The collection and maintenance of documentation required to
respond to these questions will create excessive new burdens for
organizations, especially for organizations with large boards of directors.
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Moreover, the instructions should clarify the duties of organizations to
collect such information going forward.

e Part Il, Section B, Line 9 requires an organization to report whether any
persons listed in Part A receive compensation from any source other than
the filing organization or a related organization for services rendered to the
organization. In its current form, this question requires organizations to
have or acquire access to information that is invasive of the privacy of such
individuals, and which they may not otherwise have. This question should
be clarified to address the extent to which an organization is required to
seek information regarding such compensation arrangements. Also, if a
listed person owns a business that does work for the hospital and is a
salaried employee of that business, what amount, if any, gets reported?

e Part lll (Statements Regarding Governance, Management, and Financial
Reporting), Line 2 requires an organization to report any significant
changes to its organizing or governing documents. The IRS should clarify
that this question would only cover changes to articles of incorporation and
bylaws and not other policies of the organization.

e Part lll, Line 3b requires an organization to report the number of
“transactions” the organization reviewed under its conflict of interest policy.
The instructions or glossary should be revised to include a definition for
“transactions.” Responding with a zero or a very high number of
transactions could create a misleading, negative connotation because the
meaning of any numerical response will depend on the organization and its
policy. We believe meaningful information would be provided if the
question were revised to ask whether the organization engaged in any
transactions that were subject to the policy but were not reviewed under the

policy.

e Part lll, Line 10 asks whether an organization’s governing body reviewed the
Form 990 before it was filed. If this question signals an expected standard,
it is overly burdensome, particularly for large hospital systems, which may
have dozens of hospitals and related entities for which returns are being
filed. Further, the draft form does not provide a definition of “review,” which
should be added to the instructions or glossary. It is unclear whether the
question is whether the Form 990 was provided to its governing body or
whether each member, or a subset, of its governing body has certified that
it has reviewed the form. In clarifying what is meant by “review,” the IRS
also should consider that boards of directors of public companies are not
required to review or certify tax filings under the Sarbanes-Oxley Act.
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e Part VII, Lines 11 and 12 require an organization to report whether it has a
written policy or procedure for reviewing the organization’s investments and
safeguarding its exempt status with respect to transactions and
arrangements with related organizations. To the extent the IRS intends to
develop sample written policies, we suggest that the IRS solicit input from
members of the tax-exempt sector with respect to the content and form of
such written policies.

Schedule D (Supplemental Financial Statements)

e Parts | and Ill: Passive investments should be excluded from this schedule
and the listing of securities individually is extremely burdensome for large
organizations. It is not clear how an ownership interest in the commingled
funds of related organizations should be disclosed.

o Part VII (Other Liabilities) requires organizations to describe and list the
book value of any other liabilities, including federal income tax liabilities, not
reportable in the defined categories on Part VI (Balance Sheet) of the core
form. Part VIl also requires organizations to provide the text of the footnote
to the organization’s financial statements that report the organization’s
liability for uncertain tax positions under FIN 48. Disclosing the text of
footnotes relating to uncertain tax positions in isolation could be misleading.
Organizations should be given the opportunity to explain such footnotes or
to attach their entire financial statement.

Schedule H (Hospitals)

The hospital community has demonstrated in many ways its commitment to
transparency. However, even under ideal conditions, the burden of reconfiguring
financial and data recordkeeping systems to capture by January 1, 2008 the
substantial amount of information required just for Schedule H is a daunting task.
It is made virtually impossible without the necessary instructions, definitions and
worksheets that the IRS does not expect to finalize until the following June. Even
if the IRS completes the revised form and instructions before June 2008, it is
impossible for hospitals to predict what will need to be changed to permit data
collection by January 1, 2008. Given the number of concerns and questions
about Schedule H, we urge the IRS to provide a second draft in 2008, followed
by a review period, with a goal of finalizing the schedule and instructions by
December 31, 2008. That would give hospitals all of 2009 to revise their financial
and data record-keeping systems so that they accurately capture the new
information that would be reported for tax year 2010.

Page 4 of 12



SSM Health Care
Page 5 of 12

RE: COMMENTS ON DRAFT REDESIGNED FORM 990 AND SCHEDULES

Medicare Underpayments and Bad Debt — Community Benefit

The IRS should incorporate the full value of the community benefit that hospitals
provide by counting Medicare underpayments as quantifiable community benefit
and modifying the chart, instructions and worksheets accordingly. That is
because:

e Providing care for the elderly and serving Medicare patients is an essential
part of the community benefit standard.

e Medicare, like Medicaid, does not pay the full cost of care. The Medicare
Payment Advisory Commission (MedPAC) in its March 2007 report to
Congress cautioned that underpayment will get even worse, with margins
reaching a 10-year low at negative 5.4 percent.

* Many Medicare beneficiaries, like their Medicaid counterparts, are poor.
According to MedPAC’s June 2007 Data Book on Healthcare Spending and
the Medicare Program, approximately 49 percent of the Medicare
population in 2004 had income at or below 200 percent of the federal
poverty level. Many of those Medicare beneficiaries are also eligible for
Medicaid -- so-called ‘dual eligibles.” There is every compelling public
policy reason to treat Medicare and Medicaid underpayments alike.
Medicare underpayment must be shouldered by the hospital in order to
continue treating the community’s elderly and poor. These underpayments
represent a real cost of serving the community and should count as a
quantifiable community benefit. Patient bad debt is a community benefit.
Like Medicare underpayment, there also are compelling reasons that
patient bad debt should be counted as quantifiable community benefit.

e A significant majority of bad debt is attributable to low-income patients, who,
for many reasons, decline requests to complete the forms required to
establish eligibility for hospitals’ charity care or financial assistance
programs. A 2006 Congressional Budget Office (CBO) report, Nonprofit
Hospitals and the Provision of Community Benefits, cited two studies
indicating that “the great majority of bad debt was attributable to patients
with incomes below 200% of the federal poverty line.”

e The CBO concluded that its findings “support the validity of the use of
uncompensated care [bad debt and charity care] as a measure of
community benefits”. The experience of hospitals around the nation
reinforces that the findings are generalizable across the industry. Despite
hospitals’ best efforts, patient bad debt is a fact of life. The IRS should not
ignore it or attribute it to a lack of industry on the part of the tax-exempt
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hospital community. It is, rather, part of the evolving burden hospitals must
shoulder in helping patients who, for many reasons, decline to take
advantage of available financial assistance. It is a real cost of serving the
community and the IRS should recognize any reasonable method to count
patient bad debt as a quantifiable community benefit.

Eliminate Questions Unrelated to Community Benefit

The proposed chart on draft Schedule H, Part |l relating to billing should be
eliminated for many reasons. First, because the information sought in the chart
has no relationship to the community benefit standard, it does not contribute to
the IRS’ goal of promoting compliance. Second, the data requested could be
competitively sensitive. In markets across the country that are characterized by a
shrinking number of health insurance plans, providing information about
discounts could reveal confidential information on the rates negotiated with
insurers.

Other Recommended Improvements to the Form:

e For a number of questions, including those pertaining to assessing
community health needs, community benefit reports and charity care
policies, the amount of space provided may not be sufficient to fully
describe the hospital’s activities, programs or policies,. We recommend
that the IRS permit (not require) the insertion of live links to such
information on a hospital Web site, or allow attachments. The IRS already
allows attachments to draft Form 990 and should do so here or permit live
links.

» Questions on management companies and joint ventures should be
combined on one form or eliminated. In the draft form, hospitals are
required to provide information about joint ventures in three different forms:
Form 990, Schedule H and Schedule R. This redundancy does nothing to
enhance transparency or minimize burden. As a result, these questions
should be eliminated from Schedule H.

e If these questions are significant to the IRS, then the entire tax-exempt
sector should be required to respond to them. Questions on potential
private inurement or benefit arising from ventures, for example, pertain to all
exempt organizations, not just hospitals. It is unfair to hospitals, and
ultimately to those who use the information provided, to limit those
questions to Schedule H.
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» \Who must file should be clarified. As drafted, all organizations that respond
“‘yes” to the question “Did the organization operate, or maintain a facility to
provide hospital or medical care?” must complete Schedule H. This
question is too broad and will sweep up facilities that are not hospitals. A
definition of “hospital” should be added as follows:

“A hospital is a health care organization that has a governing body, an
organized medical staff and professional staff, and inpatient facilities and
provides medical, nursing, and related services for ill and injured patients
24 hours per day, seven days per week. A hospital is a facility (and all of its
components) that is licensed in its state as one of the following:

a. hospital

b. chronic disease hospital or hospital for treating certain disease

categories

rehabilitation hospital

acute long term care hospital
children's hospital
psychiatric hospital

g. research hospital

=0 oo

“A hospital does not include:
a. a nursing facility (including a skilled nursing facility, convalescent
home, or home for the aged)
b. free standing outpatient clinic
c. community mental health or drug treatment/rehabilitation center
d. physicians' offices
e, facility for mentally retarded/developmentally disabled
f. facility for treating alcohol and drug abuse
g. hospital wing of a school, prison or convent
h. faculty practice plan”

e The question on charity care policies should be reformulated. The question
now labeled 13b on charity care policies should be revised to include in the
description whether the organization (a) bases eligibility for free or
discounted care on federal poverty guidelines, income or asset levels, (b)
applies such policy to all of its facilities and allows its facilities to adapt its

policy to particular community or individual needs, and (c) budgets annually
for charity care.
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Hospitals are often faced with situations where patients in need don’t neatly
fit into a predetermined category, and hospitals need to deviate from their
policies to provide assistance. The question should anticipate that hospital
policies will need to be flexible enough to accommodate those situations.

e As drafted, Schedule H must be completed in the aggregate for all
facilities/hospitals under a single EIN. Part IV Facility Information asks for
each “facility” to be listed. Filers with multiple hospitals under a single EIN
should have the option to complete Schedule H on either an aggregate
basis or by completing it for each hospital included in the EIN.

e Line 12a should be revised to ask whether the organization or a related
organization prepares an annual community benefit report. This reflects the
fact that, within a health system, an affiliated foundation of a hospital or the
parent holding company may actually prepare a system-wide or hospital-
specific community benefit report on behalf of the hospital.

e The facility chart requires that the programs be described for each facility.
This information could amount to multiple pages for many hospitals. The
chart should be Internal Revenue Service streamlined to ask only for the
name and address of the facility